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Abstract of 

AN EXAMINATION OF BANK EXPANSION BY DIRECT MERGER AND 
TIIE HOLDING COMPANY ROUTE IN VIRGINIA — 19G2-1966 



This study examines the management considerations in- 
volved in selecting between direct merger and the holding 
company as an organization for commercial bank expansion. The 
setting of the study is Virginia; the period 1962-1966, when 
a "revolution" in the state banking structure began. 

The focus of this study is on two banks--First and 
Merchants National Bank of Richmond, which expanded by direct 
merger; and United Virginia Bankshares of Richmond, which 
expanded by the holding company route. Their expansion expe- 
riences were investigated to determine, in so far as possible 
from the management point-of-view, the advantages and disad- 
vantages of each form of organization. The objective of this 
study was to develop information which might be useful to 
managements when choosing between the two forms, and to leg- 
islators in states where changes to unit or limited branching 
statutes could result in expansion by both direct merger and 
holding company. 

The examination of the experiences of the two organi- 
zations points to the fact that the choice of a particular method 
of expansion turns on considerations which are largely parti- 
cular to a given situation. Therefore, there seem to be no 
"right" or "wrong" answers in the normative sense. However, 
there are certain considerations--operational and organiza- 
tional, financial, marketing and legal--which can be important 
in the selection of a form of expansion. When these considera- 
tions are measured against an explicit set of criteria, the 
strength of the holding company in Virginia is greater profit 
and growth potential due to more extensive de novo branching 
opportunities, lower reserve ratios applied against total 
system deposits, and greater flexibility in raising capital 
and use of debt. By the way of contrast, the strength of the 
merged form in Virginia is the possibility of tighter manage- 
ment control and the potential for greater organizational 
efficiency . 

Regarding the ability of both forms to adapt in the 
future to environmental and technical change, the conclusion 
is that the merged form--given equal legislative opportunities 
for growth and prof it--probably will become the more viable 
form of banking in Virginia. This is because the merged form 
appears to be best suited to respond to change over the long 
run . 
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CHAPTER I 



INTRODUCTION 

This study deals with the mechanism of commercial bank 
expansion. The setting is Virginia; the period is 1962-1966, 
when a "revolution" in the banking structure of the State 
began. The primary focus is on two prominent banking organi- 
zations in Virginia: First and Merchants National Bank and 
United Virginia Bankshares, both of Richmond. 

In 1962, the state banking code was changed to permit 
statewide branching by merger. This dissertation examines the 
management decisions which resulted in First and Merchants 
National Bank choosing to expand by direct merger and United 
Virginia Bankshares choosing to expand by the holding company 
route. 

• The purpose, scope and limitations of this research are 
described in Chapter II. This includes a discussion of the 
various phases of the research plan: (1) data collection, (2) 

selection of the organizations studied, (3) timing of the 
study, and (4) data analysis. 

Chapter III presents historical background concerning 
important events influencing the structure of banking in Vir- 
ginia and Chapter IV describes significant changes that took 
place in the Virginia banking structure, during the 1962-1966 
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period of expansion. Together, these chapters are intended 
to provide an historical perspective of important environ- 
mental factors that influenced Virginia bankers and legis- 
lators in their deliberations regarding the appropriate type 
of banking structure for the state. 

Chapter V reviews the literature concerned with advan- 
tages and disadvantages of expansion by way of direct merger 
and the holding company route. This chapter provides a de- 
parture point for subsequent examination of the factors con- 
sidered by First and Merchants National Bank and United Vir- 
ginia Bankshares in their selection of a method of expansion. 

The findings, analysis and conclusions of this study 
are presented in the last five chapters. The findings are 
primarily based on an examination of the expansion experiences 
of the organizations studied. Chapter VI addresses itself to 
the background events concerning the decision of First and 
Merchants National Bank and United Virginia Bankshares to 
choose a method of expansion. Chapter VII deals with opera- 
tional and organizational considerations which were thought 
to be significant by both managements; Chapter VIII with the 
financial considerations; Chapter IX with the marketing con- 
siderations; and Chapter X with the legal considerations. 
Chapter XI draws together and relates in summary form the 
important findings and conclusions from the previous chapters. 
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Eight appendicies are included at the end of the dis- 
sertation. These appendicies contain: (1) excerpts from the 

Virginia legislation regulating branching, (2) transcripts of 
the field research, and (3) statistical and other relevant 
information. 



CHAPTER II 



PURPOSE AND RESEARCH PLAN 

With enactment in 1962 of liberalized branching legis- 
lation, Virginia became a state where bank management could 
choose either direct merger, the holding company or a combina- 
tion of the two, as a method of expansion. For this reason, 
legislative conditions in Virginia provide a unique opportunity 
to study the circumstances involved in selecting a method of 
bank expansion. 

Two banking systems in Virginia — First, and Merchants 

National Bank and United Virginia Bankshares--were chosen for 

this study. Management in each organization was presumed to 
1 

have been influenced by similar legislative and economic con- 
ditions, and to have considered basically the same factors in 
deciding on a form of organization for expansion. Nevertheless, 
the managements of these two organizations made different de- 
cisions. In as much as each sought to achieve the same gen- 
eral goal of statewide expansion, the following research 
question provides the focus to this study: 

"What were the central issues con- 
sidered by the managements in their de- 
cisions to expand by the way of direct 
merger or the holding company route? 

Or, in other words , how were these issues 
assessed by the managements in terms of 
the advantages and disadvantages of one 
form of organization relative to the 
other?" 
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PURPOSE OF THE STUDY 

The principal objective of this study is to examine: 

(1) the advantages and disadvantages of direct merger and the 
holding company as drawn from the literature, (2) the direct 
merger experiences of First and Merchants National Bank, and 
(3) the holding company experiences of United Virginia Bank- 
shares, with a view toward evaluating these areas as guides 
for management action. Where an apparent conflict existed 
between the literature and management or between the two 
managements, then the objective shifts to an attempt to deter- 
mine if this conflict provided a basis for an improved under- 
standing of, or insights into, the - issues involved in the 
selection of a method of expansion. 

Banking history in Virginia was discussed with a view 
toward identifying significant forces and events that influenced 
the banking structure of the state. Bankers' attitudes toward 
branching and consumer credit, and the legislation regulating 
bank expansion were among the more important considerations 
examined. 

The literature was examined with the aim of identifying 
the advantages and disadvantages of expansion by direct merger 
as opposed to the holding company route. Information thus 
derived provided a part of a theoretical construct which was 
subsequently applied to actuality, i.e., it was used to examine 



II-3 



the management decisions of the two banks studied. This ex- 
amination, however, was not intended to judge whether manage- 
ment's actions were "right" or "wrong" in the normative sense, 
but to determine where differences, if any, existed between 
the advantages and disadvantages ascribed to the two forms in 
the literature and those considered by management. 

Significance 

An underlying hypothesis of this study is that some of 
the advantages and disadvantages of the two forms, alleged in 
the literature, actually do not apply in practice. In this 
context, the individual circumstances of each organization 
seemingly account for the differences between the literature 

and actuality. If this hypothesis proved to be correct, then 

? 

apparently the examination of the experiences of the organi- 
zations studied might result in information which may be use- 
ful to other managements in choosing between the two forms of 
expansion. s 

Similarly, the findings here may be relevant to legis- 
lators in other states where changes to unit or limited branch- 
ing statutes could result in expansion by both direct merger 
and holding company. In 1966, there were 33 states in this 
category including Ohio, Texas, Illinois, and Wisconsin.^ 

^In 1966 the 33 states with unit and limited branching 
statutes accounted for 88 percent of the 13,785 banks and 79 
percent of the $410 billion of total deposits in the United States. 
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II. SCOPE AND RESEARCH PLAN 



Scope 

The study embodies four general areas. The first is 
the historical background of bank expansion in Virginia during 
the period 1920 to 1966. This includes identification of 
various economic and political factors leading to passage of 
legislation in 1928, 1948 and 1962, which regulated the expan- 
sion of banks by merger and branching. These factors were 
examined in terms of their impact on the development of multi- 
ple office banking in Virginia. 

The second area is the Virginia banking structure. 

This involves an examination of the evolution of the struc- 
ture between 1962-1966, focusing on those changes resulting 

I 

from the growth of statewide banking systems. 

The third area is the literature. There the advantages 
and disadvantages of direct merger and the holding company 
were developed as a frame of reference, or point-of-departure , 
for evaluating the expansion experiences of the two organiza- 
tions studied. 

The fourth and last area is the expansion experiences 
of First and Merchants National Bank, a merged system, and 
United Virginia Bankshares, a holding company. The focus of 
this area is on the central issues considered by the manage- 
ments in their selection of the most appropriate form of ex- 
pansion and on the significant factors in their expansion 
strategies . 
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Research Plan 

There were five aspects of the research plan: (1) data 

collection, (2) selection of the organizations studied, (3) 
point-of-view, (4) timing, and (5) analysis. 

Data Collection . Material for this study was gathered 
in three phases. The first was directed at obtaining histori- 
cal information and background regarding the expansion of banks 
in Virginia. The second dealt with an examination of the 
literature .in order to develop a frame of reference, or point- 
of-departure, for investigation of the research question. The 
third, and most important phase, involved field research in 
order to obtain material on the two organizations studied. 

Here management's decision to expand and the expansion experi- 
ences of the two banking organizations were investigated. 

Selection of the Systems Studied . From among the six 

major Virginia banking organizations involved in statewide 

expansion during the period 1962-1966, two were selected for 

study: First and Merchants National Bank, a merged system 

2 

and United Virginia Bankshares, a holding company. The 
2 

The major systems involved in statewide expansion 
during the period 1962 to 1966 were: 

By Merger 

1. First and Merchants National Bank of Richmond 

2. Virginia National Bank of Norfolk 

By Holding Company 
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selection of these two organizations provided a basis for 

sharpening the issues being investigated: 

A. Among the four holding companies that could have 

been used, United Virginia Bankshares [hereafter referred to 

as Bankshares] had the clearest option to select either method 

of expansion. Bankshares had not filed with the Securities 

Exchange Commission to form its holding company prior to the 

introduction of legislation, in January 1962, which authorized 

3 

expansion by direct merger. By way of contrast, First Virginia 
and Financial General, both holding companies, were in opera- 
tion in Virginia before the 1962 legislation. Consequently, 
they were already committed to a particular method of expan- 
sion. The remaining organization, Virginia Commonwealth , had 
already decided to form a holding company before the January 

4 

10, 1962 opening of the General Assembly. Liberalized branch- 
ing legislation was introduced in the General Assembly on 
January 18, 1962 and became effective July 1, 1962. 



1. Financial General Corporation of Washington, D. C. 

2 . First Virginia Bankshares Corporation of Arlington 

3. United Virginia Bankshares, Incorporated of Richmond 

4. Virginia Commonwealth Bankshares Corporation of Richmond 

NOTE: First National Exchange Bank of Roanoke is not included 
because it served only the southwestern region of the 
state. With Metropolitan National Bank of Richmond it 
formed a new holding company in 1967 — Dominion Bankshares 
Corporation . 

3 

Cf. Appendix (A), p. A-3. 

4 

Cf. Appendix (B) , p. B-14 , n. 7. 
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B. First and Merchants National Bank [hereafter called 

First and Merchants], like Bankshares, also had the opportunity 

to select either method of expansion. It had not made a final 

decision on a method of expansion prior to enactment of the 

5 

1962 legislation. 

C. In addition to the fact that Bankshares and First 
and Merchants were free to choose either form of expansion, 
both organizations made their decisions to expand during ap- 
proximately the same period of time. Consequently, their 
decisions were made under similar external environmental con- 
ditions. Furthermore, both organizations were alike with 
regard to location, size, and expansion strategy; both were 
large Richmond organizations with extensive correspondent 
systems; both had worked actively for the liberalization of 
branching legislation in 1962. 

By way of contrast, Virginia National Bank of Norfolk, 
the second major merged system, did not offer as valid a com- 
parison to Bankshares, as did First and Merchants. Its loca- 
tion and expansion strategy were different from that of Bank- 
shares in that Virginia National--home office in Norfolk--had 
expanded into both rural and metropolitan areas of the state, 



^Cf. Appendix (C) , p. C-3. 
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whereas Bankshares--home office in Richmond — had concentrated 

g 

on the metropolitan areas. 

Point - of - Vi ew . The field research was conducted from 
the management point-of-view. It focused on the management 
decision-making problem of selecting either direct merger or 
the holding company as a method of expansion. 

Timing . It was clearly advantageous to conduct this 
study while the top managements responsible for planning and 
executing the expansion decisions were still active in their 
organizations. Conducting the study only five years after the 
decision was made, and while expansion was still an active 
program, served to examine the important issues when they 
were still relatively current in time. Clearly, any substan- 
tial delay in conducting the field research would have reduced 
the accuracy and comprehensiveness of the information collected. 

With regard to the changes taking place in the Vir- 
ginia banking structure it was thought — for two reasons--that 
the period 1962-1966 was sufficiently long to reflect many of 
the underlying trends. First, the wave of mergers and holding 
company acquisitions was not likely to continue for an ex- 
tended length of time since the supply of acquisition eligible 

g 

Interview with Mr. R. Cosby Moore, Chairman of the 
Board, Virginia National Bank on July 31, 1967. 
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banks was being reduced. Second, as the merger and holding 
company movement matured, banks expanding on a statewide 
basis were likely to approach the geographic limits of their 
expansion plans. 

Analysis . The analysis was designed to use the material 
drawn from the literature as a frame of reference, or point- 
of-departure , for the evaluation of the expansion experiences 
of the organizations studied. First, similarities and dif- 
ferences were explored between the literature and the point- 
of-view of the two managements in their selection of a form 
of organization for expansion. Next, the expansion strategy 
and results of expansion were examined to investigate further 
the relevancy of the information drawn from the literature. In 
this manner, the structure of the analysis tested the consis- 
tency between these positions with a view toward evaluating the 
relative merits of expansion by direct merger and holding com- 
pany . 

Quantitative data such as deposits, earnings and select- 
ed operating results were used for two purposes. First, this 
information was used to describe the results of expansion and, 
second, as evidence in examination of certain of the alleged 
advantages and disadvantages of the alternative methods of 
expansion . 
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III. LIMITATIONS 

This research has several major limitations. First, 
the study did not encompass all of the major statewide banking 
systems in Virginia. Second, the focus of the field research 
was limited to a single point-of-view--that of management. 
Consequently, the scope of the field research did not investi- 
gate management considerations or actions in the context of 
standards of "public welfare" or "public benefit", except in 
so far as management considered them. However, this limita- 
tion of scope did not apply to the analysis of management's 
expansion experiences. Here, for instance, the points-of- 
view of other interested parties — such as stockholders or 
customers— were considered. 

A third limitation was that the findings and conclu- 
sions may require modification as the passage of time provides 
more experience. For example, the advantages and disadvan- 
tages of one form of banking organization may change as the 
result of future state or national legislation, or after the 
merger and holding company movement in Virginia has slowed 
down . 

A fourth limitation of this research concerned the use 
of quantitative data primarily for descriptive purposes. The 
study did not include in-depth analysis supporting or contra- 
dicting previous research findings in areas such as: (1) eco- 

nomies of scale, (2) performance to structure relationships, 
or (3) concentration to competition relationships. 
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HISTORICAL BACKGROUND 



A controversy underlying changes to state legislation 
regulating expansion has involved the "unit" versus "branch" 
banking issue. 

"Probably there is no older or 
deeper banking controversy than that 
between the proponents of unit banking, 
who believe such a system is essential 
to the maintenance of competition and 
the preservation of small banks, and the 
proponents of branch banks, who insist 
that efficiency and stability require 
multi-office institutions."! 

The purpose of this chapter, however, is not to judge the re- 
lative merits of "unit" versus "branch" banking per se , and 
the diversity of state legislation which reflects the many 
attitudes on this issue. But, rather, the purpose is to 
develop an historical perspective of the environmental factors 
and forces that influenced Virginia bankers in their delibera- 
tions concerning the appropriate banking structure for the 
state. 

The discussion is divided into six parts: (1) the 1922- 

1928 period, (2) the 1928 legislation, (3) the 1929-1948 period, 
(4) the 1948 legislation, (5) the 1949-1962 period, and (6) 



‘''Commission on Money and Credit. Private Financial In- 
stitutions, Englewood Cliffs, N. J.: Prentice Hall, Inc., 1963, 
p. 47. 
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the 1962 legislation. The developments of the 1962-1966 
period of expansion are dealt with separately in Chapter IV. 

I. THE 1922-1928 PERIOD 

The events of 1922-1928 culminated in the passage of 

restrictive branching legislation in 1928. Three salient 

features stood out in this period. First, state chartered 

banks in Virginia could establish de novo branches in areas 

2 

throughout the state. On the other hand. National banks 
were prohibited from branching under previous interpretations 

3 

of the National Bank Act of 1864. 

The second and third salient features centered on the 
situation of The Morris Plan Bank of Richmond, now The Bank 
of Virginia. This was the only bank in the state which had 
established cte novo branches in large cities other than its 
home office in Richmond. Furthermore , this bank operated 
under a Morris Plan franchise. The fact that it did not oper 
ate as a regular commercial bank and that it established 



De novo refers to expansion by the opening of new 
branches” 

3 

Gerald C. Fischer, American Banking Structure (New 
York: Columbia University Press , IU6 8) . See Chapter II for 
a historical discussion of the development of unit and branch 
banking, including legislative aspects. National Banks were 
not permitted to branch under Federal law until passage of 
the McFadden Act in 1927. This lav/ limited branches of na- 
tional or state member banks to. their home city. 
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branches may have deterred other banks from branching on an 
area wide basis. 



The Role and Influence of The Morris Plan Bank of Richmond 

The Morris Plan Bank of Richmond had been founded in 
* 

1922 by Thomas C. Boushall, formerly an officer of the then 

4 

National City Bank of New York. Interested in starting a 

Morris Plan Bank in Richmond, Boushall received a franchise 

and financial backing from Arthur J. Morris, who was expanding 

5 

the plan throughout the country. 

The Morris Plan Bank of Richmond was unusual in that 
it had a regular commercial bank charter, even though it oper- 
ated a Morris Plan franchise; it did not, however, take demand 



4 

Cf . Appendix (B) . Background on The Bank of Virginia 
was obtained through interviews with Mr. Thomas C. Boushall, 
Honorary Chairman of the Board and founder of The Bank of 
Virginia, and Mr. Frederick Deane, Jr., current President of 
The Bank of Virginia. The bank has had only two chief execu- 
tive officers since its founding in 1922. The current chief 
executive is Mr. Herbert Moseley, who succeeded Mr. Boushall 
in 1959. 

5 

Ibid., p. B-2 . A Morris Plan Bank was a financial 
institution which accepted as deposits only savings accounts 
and which made only instalment loans to individuals. This 
system of Morris Plan lending was devised by Arthur J. Morris, 
who is still a director of The Bank of Virginia. In 1910 
when Mr. Morris opened the first Morris Plan Bank in Norfolk, 
the availability of credit to average wage earning individuals 
was almost nonexistent. The original approach to the Morris 
Plan Bank was designed to fill the need for credit facilities 
for wage earners throughout the United States who, generally 
speaking, were not receiving this service from commercial 
banks of the day. 
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deposits or provide other commercial services. Activities 
were limited to savings accounts and instalment loans to 
individuals and small businesses. Late in 1922, the bank 
opened a branch in Petersburg. In 1925 another branch was 
opened in Newport News , by merger with the Merchants and 
Mechanics Savings Association. In 1928, a third branch was 
opened in Roanoke. Also, that same year, merger of The Morris 
Plan Bank of Norfolk made that bank a branch of The Morris Plan 
Bank of Richmond. ^ 

Reaction of Virginia 1 s Commercial Bankers to The Morris 
Plan Bank of Richmond . The branching activities of The Morris 
Plan Bank of Richmond and its business in consumer instalment 
, loans were not in consonance with the tradition of commercial 

7 

bankers in Virginia. These deviations from tradition were 

such an unusual step away from the norm that The Morris Plan 

Bank of Richmond was said to be an anathema to many bankers 
8 

in the State. 

Virginia commercial bankers ' attitudes were described 
as being "steeped in tradition", and this description helps 

r 

Ibid . , p. B-3. The Morris Plan Bank of Norfolk was 
the original Morris Plan Bank founded by Arthur J. Morris in 
1910 under the name of Fidelity Loan and Trust Company. 

^ Ibid . , pp. B-3-5. 

^ Ibid . 
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to explain why only one bank in Virginia was branching on an 

area wide basis during the 1920's. For instance, typical 

comments of commercial bankers to the chief officer of The 

Morris Plan Bank of Richmond were that it was poor banking 

practice and an unnecessary risk to have "someone else lend 

your money" in branches distant from Richmond; that consumer 

lending was a dangerous practice since it was not a reliable 

or desirable business, and; that the consumer loan would likely 

9 

have an unacceptably high default rate. This lack of enthu- 
siasm for branching on the part of Virginia bankers, however, 
was typical of the general attitude of commercial bankers else- 
where. In 1922, the American Bankers Association, in apparent 
response to various proposals to permit branching by national 
banks, adopted a resolution which stated: 

"We regard branch banking or the 
establishment of additional offices by 
banks as detrimental to the best interest 
of the people of the United States. 

Branch banking is contrary to public 
policy, violates the basic principles 
of our government and concentrates the 
credits of the Nation and the power of 
money in the hands of a few. "10 



9 

Ibid . On the question of "someone else lending your 
money" , Boushall said that bankers failed to recognize a 
branch was not "someone else", but it was an extension of the 
main bank. 

■'■^Fischer, American Banking Structure , op. cit . , p. 45. 
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And it was not until 1930 that the American Bankers Association 
modified its position on branching.'*'*' 

The geographic and economic character of the state also 
serves to explain why only one bank in Virginia was branching 
in the 1920's. Virginia was divided into distinct regions: 

(1) Tidewater Virginia — Norfolk, Newport News, Portsmouth — was 
maritime oriented, (2) Richmond was tobacco oriented, and (3) 
Northern Virginia was closely associated with the Federal 
Government. Furthermore, some areas in Virginia had closer 
association with neighboring states, and in some cases still 
do today: (1) Bristol in the far southwestern corner of the 

State had closer ties with Tennessee, and (2) the isolated 
Eastern Shore had closer ties with Maryland. Because these 
separate areas of Virginia had few economic, political or 
social ties, branching across geographic boundaries was unat- 
tractive to commercial bankers. However, to The Morris Plan 
Bank of Richmond branching was an essential element of strategy. 
Management in this bank believed that it was necessary to serve 

the major population centers, where the majority of the con- 

12 

sumers were located. In contrast to this, the lack of in- 
terest in branching on the part of commercial bankers in Vir- 
ginia suggests that they were content to maintain the status 



^ Ibid . , p . 49. 

12 

Cf. Appendix (B) , p. B-5. 
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quo, to continue to serve commercial customers within their 
individual marketing areas. 

Developing Response of Virginia ' s Commercial Bankers 
to The Morris Plan Bank of Richmond . "Friction" was develop- 
ing between The Morris Plan Bank of Richmond and some of the 
other commercial banks in Virginia. This situation came into 
the open early in 1928 when the Virginia Bankers Association 
prepared a revision to the existing banking code, to be sub- 
mitted to the Virginia General Assembly. This revision was 
to restrict the authority of banks to branch or merge outside 
of the home area of the parent bank, and to limit to 4 percent 
per annum the maximum amount of interest a bank could pay on 
savings deposits. The Morris Plan Bank of Richmond, a member 
of the Association, had not been advised of this proposal 
during the time it was being prepared by the Virginia Bankers 
Association . 

Actually, the revision was contrary to many of the basic 

policies of this bank and, in fact, appeared to be specifically 

13 

aimed at restricting its activities. For instance. The 
Morris Plan Bank of Richmond had paid 5 percent interest since 

13 

Thomas C. Boushall, "A Statement on Behalf of The Bank 
of Virginia," to the Special Committee Appointed by the Pre- 
sident of The Virginia Bankers Association to Study the Cur- 
rent Branch Banking Statutes as well as suggestions for their 
revision, April 24, 1948. 
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its founding in 1922. The 5 percent savings rate was seen 

by the commercial banks as a threat to drain away their savings 

deposits, since their rates were generally 3 percent in the 

14 

Richmond area and 4 percent elsewhere. For this reason, it 
appeared that the 4 percent rate limitation was a move to re- 
strict competition from The Morris Plan Bank of Richmond for 

saving accounts by bringing its rate in line with that paid by 

15 

the commercial banks. 

This effort of the Virginia Bankers Association to limit 
branching and saving deposit interest was also related to 
legislative developments on the national scene. In the peried 
1910-1930 a great number of states passed legislation pro- 
hibiting branch banking or restricting the location of branches 
to limited areas. In 1910 there were 8 states with legislation 
prohibiting branching, but by 1930 the number had reached 23, 



14 

Cf. Appendix (B) , p. B-6. 

15 

The difference in viewpoints between The Morris Plan 
Bank of Richmond and the commercial bankers in Virginia is forci 
bly demonstrated by the Virginia Bankers Association proposed 
new statute to restrict further expansion of that bank and to 
render less effective its competition for savings accounts by 
setting a ceiling on savings interest. This action suggests 
commercial banks generally were not concerned with the "public 
welfare" and that they had no evolving "concept" or "scheme" 
of what the commercial banking industry should be — it appears 
to work against the "public welfare" since it was aimed at re - 
ducing interest paid on savings and constraining the growth of 
a new developing segment of banking which was intended to pro- 
vide a source of credit to the consumer. 
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1 6 

its historical high. Two three-year periods, 1921-1923 
and 1927-1929, account for approximately one-half of the anti- 
branching legislation enacted by the states between 1910- 
17 

1930. This concentration of antibranching legislation in 
these periods was attributed to activity of the Comptroller of 
the Currency and national banks to permit national bank branch- 
ing. In the 1921-1923 period: 

"... Comptroller of the Currency 
Crissinger requested that Congress pass 
a limited branch bill for national banks, 
and when this was not done he began to 
authorize some of the institutions under 
his jurisdiction to establish limited 
service branches in their head-office > 

cities. The impetus these and other 
actions gave to the antibranch movement 
in the early 1920 's was quite apparent 
by 1923 in the trial of the St. Louis 
case. This was the first clear test of 
the branching power of national banks, 
and the opponents of branching were so 
effective in convincing their state of- 
ficials of the importance of this litiga- 
tion that eleven state attorneys general 
filed briefs as amici curiae , supporting 
the position of those opposed to national 
bank branching . "18 

The action by the Virginia Bankers Association to re- 
strict branching, in 1928, came at the peak of antibranching 
sentiment at the national level. This sentiment again had 



"^Fischer, American Banking Structure , op . cit . , p. 59. 
~^ Ibid . , p . 61 . 

~^ Ibid . f pp. 62-63. 
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resulted from an effort on the part of national banks to obtain 
equal branching privileges with state banks: 

"The second interval in which a 
large number of states prohibited branch 
banking began with passage of the McFadden 
Act in 1927 and terminated in 1929. In 
the 1927 legislation the antibranch forces 
had won a considerable but not complete 
victory. Branching by national banks 
was limited to the head-office city (town, 
village) and it was allowed only if the 
relevant state law also permitted state 
banks to establish and operate branches." 

Consequently, it is reasonable to assume that the passage of 
the McFadden Act influenced the Virginia legislation; this 
supposition is supported by the fact that provisions of the 
McFadden Act were reflected in the amendment to the statutes 
proposed by the Virginia Bankers Association. Moreover, the 
announced expansion plans of The Morris Plan Bank of Richmond 
to branch into new areas gave specific meaning to the legisla- 
tion in Virginia. 

However, during the 1928 session of the General Assembly, 
the Chairman of the Legislative Committee and the Secretary 
of the Virginia Bankers Association called on the President 
of The Morris Plan Bank of Richmond. In this meeting it was 
suggested that if the bank's representatives would support 
the proposed code change limiting savings interest to 4 per- 
cent, the Legislative Committee of the Association would 



^ Ibid . pp. 63-64. 
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undertake to have the code amended specifically to permit 

branches in other cities than that of a bank's head office, 

provided the cities would have a minimum population of 
20 

50,000. This compromise was accepted by The Morris Plan 

Bank; it was subsequently incorporated into the 1928 banking 

code, which established legislative framework for "limited 

21 

branching" in Virginia. 

II. THE 1928 LEGISLATION 



The legislation approved in 1928 was more restrictive 

22 

of branching activities than the previous legislation. 
Specifically it restricted expansion by de novo branches, 
merger, or purchase to limited geographic areas. The State 



20 

Cf. Appendix (B) , pp. B-5-6. 

21 

Ibid . , p. B-6. An ironic twist to this power play 
by the commercial banks was that The Morris Plan Bank of 
Richmond wanted to reduce its 5 percent savings rate, yet 
could not for fear of losing depositors. It so happened that 
the bank was having a difficult time attracting savings even 
though 5 percent was paid and most commercial banks paid 3 to 

4 percent. A large segment of the saving public shared the 
feeling that "something must be wrong" if the prestigious com- 
mercial banks are paying only 3 to 4 percent and this new bank 

5 percent. The Morris Plan Bank of Richmond was looking for 
a way to solve the "5 percent rate problem" and, at the same 
time, continue to expand in the more populated areas of the 
state; therefore, the compromise of rate reduction for limited 
branching was readily accepted. 

22 . 

As was noted earlier, bankers in many places in the 

country in the 1920 's and 1930 's, not just Virginia, were able 

to affect the course of legislation and thus influence the 

course of competition in their states. 
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Corporation Commission was permitted to authorize banks having 

paid-up and unimpaired capital and surplus of $50,000 or more 
23 

to branch: 

a) within the limits of the city, town or 
village in which the parent bank was located. 

b) in any city having a population of not less 
than fifty thousand inhabitants; and 

to merge or purchase a bank: 

a) within the same or adjoining counties or 
banks within a distance of twenty-five 
miles of a parent bank, provided that the 
banks involved had been in actual operation 
for a period of two years or more, except 
that the State Corporation Commission under 
certain conditions could waive this time 
requirement . 

The effect of this legislation was to restrict bank 
expansion to the geographic area immediately surrounding the 
home office and to population centers of 50,000 and more. 
Newport News, Norfolk, Petersburg, Portsmouth, Richmond, and 
Roanoke met the population criteria for de novo branches in 
the period 1929-1948. 

2 3 

Cf . Appendix (D) , Branching Provision of the 1928 
Legislation (Excerpts from the Code of Virginia 1942, Chapter 
164A) . 
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III. THE 1929-1948 PERIOD 

During the years 1929-1948, commercial banks began to 

expand into the area of consumer finance and, in turn. The 

24 

Morris Plan Bank of Virginia into commercial accounts. There 
fore, "head to head" competition in addition to branching were 
issues which contributed to the enactment of even more restric- 
tive branching legislation in 1948. 

The Early Image of The Morris Plan Bank of Virginia 

During the years 1920-1940 commercial bankers considered 

The Morris Plan Bank of Virginia, operating in the instalment 

. 2 5 

loan area, nothing more than a high-class small loan company. 

This attitude was aggravated by the fact that historically com- 
mercial bankers had not considered it ethical to advertise 
for loans--and this continued into the 1930 ' s--whereas Morris 
Plan banks engaged in extensive advertising. They were char- 
acterized as "sort of razzle-dazzle promoters from the begin- 

2 6 

ning," i.e., merchandise was given away to get accounts. 

While such practices are acceptable today, the Morris 
Plan banks were doing this at a time when it was considered 

24 

Name changed from The Morris Plan Bank of Richmond 
to The Morris Plan Bank of Virginia, July 1, 1928. 

2 ^Cf . Appendix (B) , p. B-7. 

26 Ibid., p. B-7. 
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27 

most improper. These circumstances reinforced the view of 

the commercial bankers in Virginia that the small Morris Plan 

Bank of Richmond was not really a bank at all, and certainly 

2 8 

not of the same stature as a commercial bank. 



Commercial Banks— Consumer Finance 



During the years 1920-1939 and on through World War II, 

the volume of commercial bank loans strongly tended downward. 

In the decade of the 1920's total commercial loans of all 

national banks decreased from just over 10 billion dollars to 

29 

approxrmately 7.5 billion dollars. This decrease was at- 
tributed to a general "role back" of commercial borrowing from 
banks : 



"Business, influenced among other 
factors by the cheapness and abundance 
of long term funds, turned more and more 
in this period to the securities mar- 
kets for its capital requirements, and 
relied less and less upon the banking 
structure, so that commercial loans 
declined as bond—and stock — prices 
increased. "30 



2 7 

Ibid. There were no other Morris Plan banks in Vir- 
ginia after the conversion of The Morris Plan Bank of Ports- 
mouth into the Commercial Exchange Bank around 1940. 

2 8 , . , 

Ibid . 

2 9 

Albert R. Koch, The Financing Of L arge Corporations 
1920-1939 (New York: National Bureau of Economic Research, 

1943) , p. 69. 

"^Charles Cortez Abbott, The New York Bond Market 1920- 
1939 (Cambridge, Massachusetts: Harvard University Press, 1937), 
p. 153. 
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By the end of the 1930's the total of commercial loans 
of all national banks was down to just over 4 billion dollars, 
a decrease of approximately 6 billion dollars since 1920.^ 

The depression in the 1930's accounted for this continuing 
downward trend. And this trend continued through World War 
II--corporations were highly liquid from war contracting pro- 
fits; the non-essential segments of the business sector found 
it difficult to replace depleted inventories; capital outlays 
were generally limited to war industries, for war essential 
new capacity. Consequently, commercial bank loans were further 
liquidated and banks shifted heavily into the government 
securities market, where the government was deficit financing 
the war effort. 

Therefore, during the whole period from 1920-1945, there 
was every reason for commercial banks to look for new outlets 
for loans. However, most commercial bankers were slow in re- 
cognizing and responding to the opportunities in the area of 
consumer finance. As a result of this, the large-scale entry 
of banks into the field of direct consumer lending is a compar- 
atively recent development in the history of commercial banking. 

There Was a Slow Shift in the Attitude of Commercial 
Bankers Toward Consumer Credit in the Late 1920's and 1930 ' s . 

^Koch, op . cit . 
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Prior to the 1900's direct consumer lending by commercial 
banks was conducted on a highly selective basis. Most banks 
were engaged in the occasional extension of direct consumer 
loans, but the practice was most generally confined to the 
accommodation of established bank customers; as a general 
rule, it was looked upon as an exception to established bank 
lending policy. The shift in bank attitudes came slowly and 
not uniformly among individual banks, and by the end of the 
1920's a number of large banks in the nation had established 
personal loan departments. 

"The National City Bank of New York 
was the first major commercial bank in the 
United States to establish a separate de- 
partment for making small loans, when it 
inaugurated its Personal Loan Department 
on May 4, 1928. The general pattern of 
i its initial program was modeled on the 

Morris Plan, which was inaugurated by 
Arthur J. Morris as early as 1910 in 
Norfolk, Virginia. Our bank, however, 
developed its own forms and internal pro- 
cedures. Its general objective was to 
provide loans in modest amounts at reason- 
able rates, repayable in monthly instal- 
ments to wage earners, small merchants and 
others who, at that time, had little or 
no credit standing in commercial banks. 

The extension of such credit facilities 
was a logical outlet for deposits re- 
sulting from savings accounts, another 
service which commercial banks adopted 
in the twenties. "^2 



32 

September 



First National City Bank of New York, 
27, 1968. 



letter dated 
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In the 1930's, growth in demand for consumer credit 
associated with the mass appeal of the automobile, favorable 
experience of banks in consumer lending under programs of 
government loan insurance, the combination of low interest 
rates, large excess reserves and recognition of amortization 
principles to consumer goods, served to stimulate bank interest 
in consumer lending. 

Also, the economic impact of the depression altered 

attitudes toward consumer credit. Commercial banks were not 

making many loans because the national economy was stagnant 

and commercial customers were reluctant to borrow. At the 

same time, the depression affected consumer lending, but not 

quite to the same extent. Therefore, there was relatively 

34 

more demand for consumer credit than commercial credit. 

Virginia Commercial Banks--Consumer Finance 

In Virginia, The American Bank and Trust Company of 

35 

Richmond opened a consumer loan department in 1927. This 
was said to have had a startling impact on the banking 

^Commission on Money and Credit, op . cit . , pp. 162-64. 

"^Cf. Appendix (B) , p. B-8. 

35 

Ibid . , n. 3. Also it was noted that The National 
City Bank of New York (now the First National City Bank) 
visited The Morris Plan Bank of Virginia to study the proce- 
dures and forms prior to establishment of its own consumer 
instalment loan operations in 1928. 
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community in the state and elsewhere. Yet, two points sug- 
gest a continuing lack of interest in the consumer area by 
this bank and by other commercial banks in Virginia. First, 
American Bank and Trust located its consumer loan department 
in the basement of its building, probably to separate its 
"working man" business from its "carriage trade." And, 
five years later when the bank did not reopen after the bank 
holiday, "paper" from its consumer loan department offered to 
The Morris Plan Bank of Virginia totaled approximately $116,000. 

This amount was negligible when compared to The Morris Plan 

3 8 

Bank of Virginia's $7 1/2 million. Second, The Morris Plan 

Bank of Virginia, in 1937, held more consumer instalment loans 

than all of Virginia's commercial banks and finance companies 
39 

combined. 



3 fi 

Ibid . , p. B-8 . 

37 

Interview with Mr. A. Halsey Cook, Executive Vice Pre- 
sident, First National City Bank of New York, on October 3, 1968. 
The supposition that the basement location was to separate the 
"working man" and "carriage trade" is supported by the fact that 
the First National City Bank of New York — when establishing its 
consumer loan department — also chose to operate this department 
apart from its commercial business for this reason. 

3 p 

Appendix (B) , B-9. 

39 

Ibid . Another example of a commercial bank's attitude 
toward consumer credit was the effort on the part of a New York 
correspondent bank to drop The Morris Plan Bank of Virginia's 
$300,000 line of credit unless auto loans and new office con- 
struction were stopped. In 1928 the Morris Plan Bank of Vir- 
ginia was the first bank in the state to buy dealer automobile 
paper and in 1935 the first to do extensive direct (over-the- 
counter) collateral auto loans to consumers. 
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An article on banking in Virginia, published in 1965, 
termed the expansion of commercial banks into consumer credit 
"the revolution of service". It confirms the "tradition 
bound" attitude of Virginia's commercial bankers, which has 
been described in the earlier paragraphs: 

"The commercial bank of today is 
indeed the department store of finance — 
but it has not always been so. Throughout 
the 19th Century and in the early years of 
the 20th Century, Virginia bankers, along 
with their fraternity brothers in other 
parts of the nation, were steeped in the 
banking principle of note and deposit issue 
based upon short-term, self-liquidating 
business credit. True, some loans were 
made to individuals, for home purchase 
or for other reasons, but the credit rating 
had to be of the highest quality. In the 
early 1920's, Virginia bankers still con- 
sidered the active promotion of banking 
services for the average individual as 
outside the area of active competitive 
pursuit. However, a change was already 
under way which, although more than two 
decades were to pass before its fruition, 
was destined to change the patterns of 
accepted banking practices more drastically 
than any previous change in banking's 
history. This emerging change acknowledged 
the fact that commercial banking had much 
to offer to the average individual and 
that the individual, in large numbers, 
could make a substantial contribution to 

bank profits. 40 

The Morris Plan Bank of Virginia Becomes a Full Service Bank 
In the 1930 's, policy changes were initiated at The 
Morris Plan Bank of Virginia to broaden the scope of its 



40 

R. Pierce Lumpkin, "Virginia Banking Today: The Quiet 

Revolution," The Commonwealth, March 1965, p. 27.. 
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services. These changes were in response to the entry of 

4 1 

commercial banks into the area of consumer credit. Initially, 
The Morris Plan Bank of Virginia took only checking accounts 
of individuals. Later commercial checking accounts were 
taken and just before World War II, the bank entered the com- 
mercial lending field in active competition with the other 

42 

commercial banks. However, The Bank of Virginia's commercial 

growth and development phase did not really start until after 
43 

World War II. Before that time the bank had commercial ac- 
counts, but in a modest amount. 

The Branching Issue Arises Again 

By 1948 The Bank of Virginia had successfully implemented 

its strategy of expanding into the commercial area in direct 

competition with commercial banks. It had grown to be the 

44 

sixth largest bank in Virginia. It was still the only bank 
in the State which had developed a branch system in cities 
with a population over 50,000, and it had plans to expand into 

4 1 

Cf. Appendix (B) , p. B-9 , n. 5. Boushall noted that 
government insured FHA Home Improvement Loans in 1934 were a 
factor which brought Virginia's commercial banks into the con- 
sumer area. 

4 ^ Ibid . , p. B-9-10. 

4 ^ibid. , p. b- 10. The bank's name was changed from The 
Morris Plan Bank of Virginia to The Bank of Virginia, January 
1, 1946 in order to qualify more specifically for commercial 
accounts . 

44 Cf. Appendix (E) , Table E-I . 
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new areas when they met the population provisions of the 

4 5 

branching laws. Thus, the move of The Bank of Virginia 
into commercial accounts, the anticipated expansion of the 
bank into Alexandria and the request for approval of a third 
branch in Norfolk were circumstances which rekindled the 

branching issue among some of the commercial bankers in the 

. . 46 

state . 

Another matter of concern to some of the bankers in 
Virginia was the question of "out-of-state control." Since 
its founding the major stockholder in The Bank of Virginia 
had been the holding company established to franchise Morris 
Plan banks throughout the United States. As late as 1953, 
when the control of The Bank of Virginia was sold, the hold- 
ing company still owned 57 percent. This out-of-state owner- 
ship compounded the unfriendly feeling of the other commercial 
banks in Virginia towards The Bank of Virginia; it was used by 

the opponents of branching to argue the "alleged dangers" of 

47 

out-of-state control. So for the second time in 20 years 

45 ... 

Cf. Appendix (B) , p. B-10. The Bank of Virginia ex- 
pected that Alexandria would meet the 50,000 population re- 
quirement after the 1950 Census. 

^Ibid. , pp. B-10-11. Dean stated that The Bank of Vir- 
ginia had grown up "relatively unnoticed" by the other commer- 
cial bankers because it was not until after World War II that 
it became an active and aggressive competitor in the commer- 
cial accounts area and because it had not been considered a 
legitimate competitor up to that time. 

^ ^ Ibid . , pp. B-ll-12. 
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The Bank of Virginia, as a major proponent for expansion, was 
about to play a central role in a controversy over legisla- 
tion to curb branching. 



Press Coverage of the Branching Issue 

In February 1948 an editorial reported the issues being 
discussed in the following terms: 

"It is regrettable that the question 
of the advisability of placing stricter 
limits on branch banking in Virginia has 
been raised in a way that makes it dif- 
ficult for the General Assembly to decide 
the issue strictly on its merits and from 
the standpoint of the welfare of the 
people of Virginia rather than on rival 

banking interests. 4 8 

The present status of the matter 
is that of a fight for advantage between 
The Bank of Virginia and the members of 
i the Virginia Bankers Association. They 

are alarmed by the growth of the former 
and by its apparent inclination to ex- 
tend its operations into new localities, 
and they want a law to protect them." 4 9 

The "main contenders" in the branching controversy were 

the Virginia Bankers Association, the advocate for a ban on 



4 8 

It is noted that the "welfare of the people" in the 
1920's and 1930's was nowhere nearly as well accepted as a 
useful criterion for judging the impact of banking legislation 
on the structure of banking. For example, before the enactment 
of The Bank Holding Company Act of 1956 and The Bank Merger Act 
of 1960 Federal statutes provided relatively few guidelines re- 
gulating expansion of commercial banks. These statutes now 
include explicit public interest considerations. 

49 . 

The [Charlottesville, Virginia] Daily Progress , 

February 7, 1948. 
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branching, and The Bank of Virginia, whose operations were 

singled out as typical of the problems inherent in statewide 

50 

branch banking. Arguments aired in the press against branch 
banking were that: 

a) branch banking created a most dangerous monopoly 

51 

which must be guarded against; 

b) the number of banks in a community must be limited 

so that each one will be strong enough to protect the 

, 52 

people ; 

c) branch banking created a much greater opportunity 

53 

for out-of-state control of Virginia financial institutions; 

d) the "unit bank" system was "most consonant with 

the genius of the American people" and was protection against 

. 54 

chain or branch monopolies. 



50 

Richmond Times Dispatch , February 9, 1948. Fears of 
banking monopoly were not a new issue. This argument can be 
traced back to the 1830's; it involved questions of banks or 
no banks, and free banking laws or control of bank charters. 

51 T , . , 

Ibid . 

52 

Ibid . , Note there appears to be a conflict between a) 
and b) , yet both were cited in the same article as arguments 
against branching. 

53 

Ibid . , Many references were made to the out-of-state 
control of The Bank of Virginia. Control was traced through 
the Morris Plan Corporation, The American General Corporation, 
The Equity Corporation of New York to the Oceanic Trading Com- 
pany, Inc., A Panama Corporation. 

54 

Richmond Times Dispatc h , February 6, 1948. 
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Arguments aired in the press for branch banking were 

that : 

a) branch banking encouraged unfettered competition 

55 

and avoided "closed shop for the bankers union"; 

b) banking service to the people was improved; 

c) legislation should not be passed to limit competi- 

57 

tion, but to encourage it; 

d) no legislation should ever be passed in Virginia 
which was leveled at an individual or specific corporation. 
Legislation should be aimed at principles . ^ 

One observer offered the opinion that the outcome of 
the 1948 controversy over branch banking was never really in 
doubt. The contest between The Bank of Virginia and the Vir 
ginia Bankers Association was described as a mismatch: 

"The contest appears as uneven as 
any possibly could be. Not only is the 
Virginia Bankers Association a powerful 
organization in its own right, but many 
members of the General Assembly are most 
certain to be sympathetic with the intent 
of the legislation. Checking the member- 
ship of the Senate, it appears that a 
majority of the senators are bank attorneys, 
bank directors, or bank officials. In the 



~*^ Ibid . t February 18, 1948. 

5 6 

Richmond Times D ispatch , February 9, 1948, op.cit. 

57 

Richmond Times Dispatch , January 1.3, 194 8. 

58 



Ibid . 
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House of Delegates, about one-quarter 
of the members are either officers or 
directors of banks. Not one member of 
either the Senate or House, however, is 
known to be an officer, director, or 
attorney of The Bank of Virginia. "59 

The anti-branching bill was passed by both the Virginia Senate 

and House by wide margins and de novo branching or merger on 

6 0 

a statewide basis was prohibited. 

With regard to the reporting of the branching issue in 
the press two points require comment. First, while both the 
pros and cons of branch banking were aired, the great prepon- 
derance of editorials supported The Bank of Virginia.^ Second 
it was clear that the great majority of the arguments cited 
in the press for and against branch banking were oversimplified 



IV. THE 1948 LEGISLATION 



Changes to the Virginia Code enacted in 1948, which 
remained in effect until 1962, eliminated de novo branching 
in cities having a population of 50,000 or more. De novo 
branches were restricted to the parent-bank city, town, or 



5 9 

Richmond Times Dispatch , January 23, 1948. 

r n 

Richmond Times Dispatch , February 17, 1948. The bill 
passed the House by a vote of 70 to 22. 

, February 26, 1948. The bill 

passed the Senate by a vote of 30 to 8. 

^Cf. Appendix (B) , p. B-ll, n. 6. According to the re- 
cords of The Bank of Virginia there were 22 editorials for and 
none against the position of the proponents of branching. 
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village; ^ merger or purchase^ to the same or adjoining 
county of the parent bank, or of banks located within 25 
miles of a parent bank. The net result of this legislation 
was to eliminate opportunities for expansion of banks outside 
of their home areas. 

The legislation specified that the State Corporation 
Commission was permitted to authorize banks having paid-up and 
unimpaired capital and surplus of $50,000 or more to branch: ^ 
a) within the limits of the city, town 
or village in which the parent bank is 
located; 

to merge or purchase a bank: 

a) within same or adjoining counties or 
a bank located within a distance of 
twenty-five miles of a parent bank, 
provided that the banks shall have 
been in operation for a period of 
five years or more, except that the 



62 

"Town or village" is considered the same as being in 
the county for definition of location under the Virginia bank- 
ing code. The significant location distinction is between 
"city" and "county". 

6 3 

Under Federal and Virginia codes there is no real dis- 
tinction between merger, purchase, or consolidation of assets. 

64 

Cf . Appendix (F) , Branching Provision of the 1948 
Legislation (excerpts from the Code of Virginia 1950) . 
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State Corporation Commission under 
certain conditions may waive this time 
requirement . 

The 1948 legislation contained a "grandfather" clause 
specifying that the restrictions did not apply to branch banks 
established prior to June 29, 1948; nor to branches already 
authorized by the Commission, but not yet opened. The effect 
was to allow all of the branches of The Bank of Virginia in 
the cities of Newport News, Norfolk, Petersburg, Portsmouth 
and Roanoke to continue in operation . 

In addition the 1948 legislation required that bank 
expansion meet certain conditions not included under the pre- 
vious legislation. Specifically, the State Corporation Com- 
mission was permitted to authorize de novo branches and mergers, 

"when satisfied that public convenience and necessity will 

6 5 

thereby be served." Thus, for the first time, the state law 
contained an explicit public service requirement for expansion. 

V. THE 1949-1962 PERIOD 

In the 14 years following the 1948 legislation there 
were efforts to liberalize branching. In July 1961, the 
Richmond Times Dispatch carried the headline: "Curbs on Bank 
of Virginia Boomerang — Competitors Feel the Pinch of the 1948 



65 



Ibid . , p . F-2 . 
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Laws." Six months later it carried another headline reading: 
"Virginia Banks Hamstrung — Laws Curb Expansion ^ As implied 
by these headlines, Virginia bankers were finding it increas- 
ingly difficult to control their own destiny. This resulted 
from a number of developments which were causing some bankers 
to reappraise the branching issue. Specifically, the develop- 
ments in question were industrial and urban growth throughout 
the state, growing competition from large out-of-state banks 
to the north and south and growing concern over the expansion 
of bank holding companies in the state. 

Industrial and Urban Growth 

During the years 1948-1962 the state was making a rapid 
transition from a rural economy to an industrial and urban 
economy. For instance, in 1950 more than 50 percent of the 
population of Virginia lived outside metropolitan areas, but 
by 1960 more than 56 percent lived in urban centers. During 
this period population in the metropolitan areas increased 
seven times faster than the remainder of the state, and wages 
and salary income far out-stripped farm income. This rapid 
growth of Virginia's urban and industrial communities was 
placing increasing pressures on banks in the state, whose own 
growth was restricted. 

^ Richmond Times Dispatch , July 2, 1961; and Richmond 
Times Dispatch , January 14, 1962. 



/ 
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Growing Out-of-State Competition 

In the early 1960 's banks in North Carolina, Maryland, 
and the District of Columbia were larger than banks in Vir- 
ginia. The greater lending ability of these banks was alleged 
to be the reason for the increasing frequency of the financing 
of large commercial and industrial projects in Virginia by out- 
of-state banking institutions. For instance, the construction 
of The H. H. Porter Company, $2,650,000 electrical transformer 
plant at Lynchburg, and its $1,500,000 to $2,000,000 Disston 

Saw Division in Danville were financed by a North Carolina 

n . 67 

Bank. 



To compete for these larger lines of credit, Virginia's 
bankers saw the need to become larger banking units. In sup- 
port of this position the presidents of three large Richmond 
banks were quoted as saying: 

"Large industries need large credit 
lines. The biggest bank in Virginia can 
offer only $1,550,000. Or consider this: 

Richmond has four of the six largest banks 
in the state. Yet all four combined can 
offer an industry no more than $4,950,000. 

By contrast, in any of 15 North Carolina 
cities an industry can obtain five mil- 
lion dollars from a single bank. "68 



6 7 

Richmond Times Dispatch , July 2, 1961. 

6 8 

Richmond Times Dispatch , January 14, 1962, op . cit. . 
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Growing Holding Company Competition 



Virginia bankers also were faced with increasing com- 
petition from a new source, bank holding companies. Expansion 
of these institutions was not regulated under the Virginia 

banking code. They were extending their operations, primarily 

6 9 

in Northern Virginia, by acquiring banks as affiliates. In 
this manner the acquired banks did not become branches, but 
remained separate units of the holding company under Federal 
Laws and under the supervision of the Federal Reserve System. 
Consequently, holding companies had a competitive advantage 
over banks with regard to expansion: 

"The two biggest banks in Winchester 
v;ill be acquired by holding companies, 
if present negotiations are successful, 
and Virginia bankers will have another 
reason to ponder their course for the 
future. . . 

Group banking — or holding company 
banking — is increasing in Virginia and 
many bankers believed there will be more 
important acquisitions by the holding 
companies in the months ahead. 

This growth is occurring while many 
Virginia banks are in a strait j acket . 

The big commercial banks, which are 



69 

Two holding companies were becoming quite active in 

Virginia : 

(1) Financial General Corporation . Financial General 
was originally established in Virginia in 1925 under the name 
of The Morris Plan Corporation of America: this was the ori- 
ginal Morris Plan holding company. 

(2) The First Virginia Corporation . First Virginia 
was incorporated under the laws of Virginia on October 21, 1949 
as Mt. Vernon Insurance Agency, Inc. Its name wa.s changed to 
The First Virginia Corporation on December 7, 1956. 
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closely associated with the Virginia 
economy and vital to it, are unable 
to expand because of the highly re- 
strictive branch banking law in Vir- 
ginia. "70 

In addition holding companies were able to pool their lending 
resources, thereby, providing larger lines of credit for the 
expanding industrial base of the state. 

The Virginia Metropolitan Plan 

In early 1961, spurred by competitive pressures and a 

changing environment seven banks cooperated in formulating 

71 

"The Virginia Metropolitan Plan:" (1) First and Merchants 

National Bank of Richmond, (2) State-Planters Bank of Commerce 

and Trust of Richmond, (3) Central National Bank of Richmond, 

(4) National Bank of Commerce of Norfolk, (5) First National 
1 

Exchange Bank of Roanoke, (6) Peoples National Bank of Char- 

72 

lottesville, (7) Shenandoah Valley National Bank. This was 
an attempt to acquire the support of other bankers throughout 
the state for a change to the restrictive branching legisla- 
tion. The plan envisioned merger between banks having head 
offices in metropolitan areas, defined as cities of not less 



70 

Richmond Times Dispatch , November 1, 1961. 

7 1 

Cf. Appendix (G) , The Virginia Metropolitan Plan. 
^Cf. Appendix (B) , pp. B-12-13. 
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73 

than 15,000. Prior to the convention of the Virginia Bankers 
Association in June, 1961, sponsors of this plan visited 
bankers throughout the state to generate support for changing 
the law. Their objective was to gain endorsement of the plan 
at the convention for subsequent presentation to the General 
Assembly in January 1962. 

The Kramer Committee 

74 

Opposition to the plan was strong. At the June 1961 
meeting of the Virginia Bankers Association the branching issue 
was referred to a special committee of the Association, The 



73 

This plan proposing a form of limited branching is 
an example of a lack of a "conceptual scheme" of what banking 
as an industry should be, i.e., given a "conceptual scheme" 
implementing legislation should logically follow. This history 
of the branching issue in Virginia shows no evidence that this 
concept was debated; therefore, this "key" to the solution of 
the problem seems to have been overlooked. 

74 

One reason for the failure of Virginia bankers to 
support the Virginia Metropolitan Plan was advanced by Mr. Green, 
Vice President of First and Merchants, and a member of a group 
appointed to generate support for the plan throughout the state. 
The Virginia Metropolitan Plan was primarily sponsored by the 
larger banks in Richmond. To be accepted as a resolution by 
the Virginia Bankers Association it needed support of the large 
number of small banks in the state. It was hard to gain this 
support because the small banks felt there were dangers in- 
herent in statewide branching systems. Many small bankers 
were reluctant to give up marketing area protection enjoyed 
under the 1948 legislation, regardless of the broader economic 
benefits to the state. Another reason was that the sponsoring 
bankers did not have sufficient time before the June convention 
to gather supporters throughout the state. 
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Kramer Committee. This committee was to report its findings 
to a special convention ,§>£ the Virginia Bankers Association in 
November, 1961 so that the issue could be brought before the 
1962 General Assembly. But the special convention provision 
was voted down under a motion by Mr. Harry Nichols, President 
of the Southern Bank of Norfolk, and the report was scheduled 
for the convention the following June. Because of this change 
any Virginia Bankers Association sponsored action to ease ex- 
pansion restrictions would be delayed two years, to January 
1964, when the Virginia General Assembly would again meet. ^ 

Meeting in the late fall and winter of 1961, the Kramer 
Committee encountered difficulty obtaining a concensus on its 

recommendations for changes to the branching legislation. A 

7 7 

number of alternatives were considered: 



75 

American Banker , August 31, 1961. The committee was 
appointed by the Virginia Bankers Association President, H. E. 
Wall, to consist of the following: C. A. Kramer, President, 

Farmers and Merchants State Bank, Fredericksburg, Chairman; 

R. Cosby Moore, President, National Bank of Commerce, Norfolk; 

H. Hiter Harris, Jr., President, Southern Bank and Trust, Rich- 
mond; Giles H. Miller, Jr., President, First National Bank, 
Danville; John S. Fulcher, President, Carroll County Bank, 
Hillsville; Herbert I. Lewis, President, Bank of Gloucester; 
and Dr. Charles C. Abbott, Dean of the Graduate School of 
Business Administration of the University of Virginia. 

D Cf. Appendix (B) , p. B-13, n. 7. Rather than waif two or 
more years for possible resolution of the branching issue The 
Bank of Virginia formed a holding company as a means of avoiding 
the expansion restrictions. 

7 7 

Virginia Bankers Association letter of December 13, 
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1. The Virginia Metropolitan Plan. 

2. Removal of all legal restrictions on statewide 
branch banking. 

3. Authorization of statewide mergers. 

4. Regulation of holding companies under Virginia state 

law to limit their expansion to the same degree as unit- banks 

were limited, i. e., to eliminate the current expansion advan- 

7 8 Sc 7 9 

tage enjoyed by the holding companies in Virginia. 

The Buck-Holland Bill 

On January 18, 1962 a bill favoring statewide branching 
was introduced in both houses of the General Assembly. It 
was a complete surprise to the Virginia banking community, 



1961. The "impression" of Mr. R. F. Daniel on the basic ap- 
proaches to bank expansion which were being considered by the 
Kramer Committee. 

7 8 

Letter--copy--dated September 8, 1961, to Mr. R. F. 
Daniel, Executive Vice President of The Virginia Bankers As- 
sociation, from Mr. David I. Mays, Law Officer of Tucker, Mays, 
Moore, and Reed. This letter said that legislation to re- 
gulate expansion of holding companies in Virginia was not a 
clear-cut alternative; the present state of the law was that 
a State may pass legislation more restrictive than the Federal 
Act in the area of holding companies, but until the issue was 
decided in the Federal Courts it could not be considered 
absolute . 

79 

Bank Holding Company Facts 1966 , Association of Re- 
gistered Bank Holding Companies, Washington, D. C., p. 32. 
Holding companies were restricted or prohibited in 16 states, 
apart from Virginia. 
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since it came about as the result of independent action of 

8 0 

two legislators, Messrs. Buck and Holland. 

The Kramer Committee had not reached any conclusions 
or made any (useful) report to the Virginia Bankers Associa- 
tion prior to the introduction of the Buck-Holland Bill. How- 
ever, on February 1, 1962, the committee recommended that "in 
the best interest of the public and banking, the Association 
support legislation which would provide for permissive state- 
wide merger of banks subject to all other restrictions on 

8 1 

branches as are now contained in the existing statutes." 

This recommendation was apparently intended to remove any 
major opposition to the Buck-Holland Bill, which with several 
amendments became law on July 1, 1962. This legislation opened 
a new era of banking in Virginia. The bankers in Virginia 
interested in statewide expansion now had three methods to 
achieve their objective: 



8 0 

Mr. Buck, of Abingdon, Virginia, was the representa- 
tive of his area in the House of Delegates. Mr. Holland, of 
Isle of Wight, was Chairman of the Senate Committee on Banking 
and Insurance. They both were presidents of relatively small 
banks in Virginia. Interviews with several bank officers who 
were closely involved with the legislation indicates that Mr. 
Buck and Mr. Holland acted on their own, independent of the 
study being made by the Virginia Bankers Association. In parti- 
cular, Mr. Holland's motivation was said to be based on the 
recognition of long run needs of the State of Virginia, and 
also to give banks a choice between merger and joining a hold- 
ing company group, Cf. Appendix (B) , p. B-14. 

O 1 

Kramer Committee, copy of Minutes of Meetings of 
Special Committee on Branch Banking, February 1, 1962. 
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1. Expansion by merger. 

2. Expansion by holding company. 

3. Expansion by both holding company and merger. 

VI. THE 1962 LEGISLATION 

Changes in the statutory situation brought by the Vir- 
ginia Banking Act in 1962 provided an opportunity for statewide 
expansion of banks. For the first time since 1927 banks could 
expand into any community in Virginia by merger, regardless of 
population. Under this legislation, however, additional de 
novo branches could not be established after a merger in areas 
outside the area of the parent bank. 

The State Corporation Commission, when satisfied that 

publip convenience and necessity would be served, was permitted 

to authorize banks having paid-up and unimpaired capital and 

82 & 8 3 

surplus of $50,000 or more to branch: 

a) within the limits of the city, town or county in 
which the parent bank was located; 

82 

Cf. Appendix (K) , Branching Provisions of the 1962 
legislation (Excerpts from the Code of Virginia 1950 and the 
1964 Cumulative Supplement) . 

83 

A further change in the 1962 legislation was the fact 
that public necessity for additional banking facilities need 
not be proved on application to the State Corporation Com- 
mission when the proposed new bank will be located in a poli- 
tical subdivision where all banks are owned or controlled by 
holding companies, or merged systems, or merged systems and 
holding companies, Cf. Appendix (II), pp. H-2-3. 



I 
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b) in cities contiguous to the county or city in which 
the parent bank was located and in counties contiguous to the 
city in which the parent bank was located; but if the parent 
bank was located in a city, branches in the contiguous county 
could not be established more than five miles outside the city 
limits ; 

and to merge or purchase a bank: 

a) elsewhere in any other county, city or town, pro- 
vided that the banks had been in operation for a period of 
five years or more, except that the State Corporation Com- 
mission under certain conditions could waive this time require- 
ment; but if the parent bank was located in a city, branches 
in the contiguous county could not be established more than 
five miles outside of the city limits. 

VII. SUMMARY 

During the period 1928-1962 the banking system in Vir- 
ginia was regulated under three different legislative acts 
governing expansion by de novo branches and merger: 

1928 through 1947 - Branches and mergers were 
authorized in the immediate geographic area of 
the parent bank and de novo branches in cities 
having a population of not less than 50,000. 

1948 through 1961 - Branches and mergers were 
authorized only in the immediate area of the 
parent bank. 
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19 62 to date - Branches and mergers v/ere authorised 
in the immediate area of the parent bank and 
mergers elsewhere in the State. Within five 
years after the 1962 legislation there were two 
large merged systems and four large bank hold- 
ing companies operating throughout the state. 

Other significant changes that took place in 
Virginia during the years 1962-1966 were: (1) 

more banking offices, (2) fewer banks, (3) 
larger banks, and (4) higher deposit concen- 
tration among the large banks. These develop- 
ments will be discussed in greater detail in 
Chapter IV, "The 1962-1966 Period of Expansion." 
Banker's attitudes toward branching, their views of 
The Morris Plan Bank of Richmond and consumer finance, the 
economic and geographic structure of Virginia, together with 
the thinking of bankers at the national level were factors 
which influenced the development of banking in Virginia. The 
period 1929-1948 saw commercial banks in Virginia enter the 
field of consumer credit and The Morris Plan Bank of Richmond 
enter' the field of commercial accounts. Yet the commercial 
banks in Virginia continued to show no interest in branching, 
while The Morris Plan Bank of Richmond (now The Bank of Vir- 
ginia) announced plans to continue its inter-city branching 
program. Thus, "head to head" competition between those for 
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and against branching was a reason for the passage of legis- 
lation in 1948 which restricted expansion of banks to their 
home office area. 

Between 1949-1962 Virginia bankers found it increasingly 
difficult to control their own destiny. Industrial and urban 
growth, competition from large out-of-state banks and expan- 
sion of bank holding companies in Virginia, were developments 
causing a reappraisal of the branching restrictions. Recogni- 
tion of the need for expansion of the Virginia banking system 
resulted in the enactment of the 1962 legislation permitting 
statewide mergers. 

These developments suggest certain conclusions and gen- 
eralizations : 

A. Until after World War II commercial bankers in Vir- 
ginia were generally not innovators. Throughout this period 
they tended to maintain the status quo and resist change. In 
fact, it was the result of external factors (the depression 

in the 1930's, the Bank Holding Company Act of 1956, competi- 
tion and a changing environment in the 1960 's) that forced 
bankers in Virginia away from their traditional posture into’ 
branching and the field of consumer credit. Seemingly, the 
opportunities for public service and profit were not created 
by Virginia bankers themselves. 

B. In order to put the proper perspective on the con- 
clusion that bankers in Virginia were not innovators until 
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after World War II., it is noted that this same comment was 
made regarding the banking industry as a whole by George 
W. Mitchell, a member of the Board of Governors of the Federal 
Reserve System. 



"Some firms and industries have 
created a product or service, built up 
public awareness and acceptance for it, 
and, using generative, adaptive, and 
innovative forces from within, have 
established a role and importance for 
their own enterprise. The result is a 
de novo industrial-commercial business 
or complex. 

Banking is not such an enterprise or 
industry. It has a pattern of traditional 
services, an imposed molecular structure, 
and a pedestrian operating technology, 
none of which it could call its own. It 
has not innovated its service products nor 
shown much adaptive ingenuity in their 
promotion. Its favorite image has been 
a passive conformity to the mores of its 
better customers. Its competitive ag- 
gressiveness has been schizophrenic, 
with large sectors of the industry ad- 
vocating or supporting publicly admin- 
istered price ceilings for time deposits, 
public prohibitions against the absorp- 
tion of exchange, and a variety of re- 
gulatory devices or postures that by 
sanction or promise dilute competitive in- 
genuity. "84 



C. There is no evidence that commercial bankers, as 
a group, developed (or desired to develop) a "conceptual scheme" 
of what the commercial banking industry could or should be. 



84 

George W. Mitchell, "Exogenous Forces In The Develop- 
ment of Our Banking System," Law and Contemporary Problems, 

Vol . XXXII, No. 1 (Winter 1967), o. 3. 
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The legislation in 1962 was the result of the action of two 
legislators, independent of the Virginia Bankers Association, 
which was at that time commonly thought to be the authorized 
channel for the banking industry. This is further evidence 
that Virginia bankers were presented with opportunities for 
profit and growth which they themselves had not created. In 
fact, if they had not been so provincial in 1948, they probably 
would not have had to reverse their policies in 1962. 



CHAPTER IV 



THE 1962-1966 PERIOD OF EXPANSION 

This chapter describes significant changes that took 
place in the structure of Virginia banking in the five years 
after enactment of the Buck-Holland Bill, in 1962. Generally 
these changes were: 

— Evolution of six statewide banking systems 

-- More banking offices 

— Fewer banks 

— Larger banks 

— Higher deposit concentration among the larger 
banks in Virginia 

I. STATEWIDE BANKING SYSTEMS 

In 1962 only three banking organizations in the state 
participated in area wide branching to any extent. The Bank 
of Virginia with its main office in Richmond operated branche 
in Petersburg, Newport News, Norfolk, Portsmouth, and Roanoke 
The First Virginia Corporation, a bank holding company in 
Arlington, and Financial General, a holding company in Wash- 
ington, D. Cooperated affiliates in several communities in 
Northern Virginia.'*' Only the Bank of Virginia, however, with 

^Financial General was a holding company registered 
under the Investments Act of 1940. 
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branch offices in major population centers in the southeastern, 
central and southwestern sections of the state had statewide 
coverage . 

By the end of 1966 two merged systems and four holding 
companies were operating in most of the state's metropolitan 
areas, regional population centers and some rural communities. 
The banking systems serving these areas are shown on Table E-II, 
Appendix (E) . The six metropolitan areas, with the exception 
of Roanoke, were served by at least three systems each; Arling- 
ton and Norfolk were each served by five. A holding company, 

. . 2 
Virginia Commonwealth, served all six. 

The four secondary population centers — Charlottesville, 
Danville, Harrisonburg, Waynesboro-Staunton--and their sur- 
rounding counties were not as well covered by the large banking 
systems. Virginia National Bank operated in all four, but no 
other system was active in more than one of these centers. 
Waynesboro-Staunton and Augusta County seemingly had the most 
system competition with three. 

By 1966 statewide banking systems served areas containing 
more than 62.5 percent of Virginia's population. The six 

2 ' .... 

Roanoke and the southwestern region of Virginia, as of 

the end of 1966, were served by the First National Exchange 
Bank--a large regional banking system. In August 1967 First 
National Exchange formed what was then Virginia's newest hold- 
ing company--Dominion Bankshares---with Metropolitan National 
Bank of Richmond. 
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metropolitan areas contained 56.3 percent of Virginia's 

population of 4,525,976; the four regional population centers 

3 

contained 6.3 percent. In addition, the six statewide systems 
served many smaller cities, towns, and counties. 

The significance of the evolution of statewide systems 
may be put in even better perspective when it it recognized 
that Virginia is one of only six states where branching is 
found on an area wide basis: 

"In discussing the operations of 
branch banks, it would be most con- 
venient to contrast local branching 
with branch systems which serve very 
wide areas. But, unfortunately, for 
over a century America has had little 
general experience with even relatively 
broad branching. In fact, of the 2,797 
commercial bank branches, located in 
counties which were noncontiguous to 
the head-office county at the end of 
1966, four-fifths of them were found 
in only six states--three adjoining 
West Coast States: California (47%), 

Oregon (50%) , and Washington (4%) , and 
three adjacent east coast states: North 
Carolina (14%), South Carolina (5%), 
and Virginia (5%) . On the other hand, 
there were 33 states which had only ten 
branches or less in this noncontiguous 
county category. "4 



3 

The Bureau of Population and Economic Research, 
"Estimates of the Population of Virginia Counties and Cities: 
July 1, 1967," (Charlottesville, Virginia: Bureau of Population 
and Economic Research, Graduate School of Business Administra- 
tion, University of Virginia, August 1967), pp. 1-15. 

^Fischer, American Banking Structure , op . cit . , p. 41. 

"rtc tW'.l C rn'i ic U | C U W. r* I 

<j I COv^ff rw< A , 
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Thus, the development of system banking on a statewide basis 
in Virginia was unique. It appears to have been the result 
of the branching legislation which prohibited de novo branches 
or merger more than five miles into a contiguous county, if 
the expanding bank had a home office in the contiguous city.^ 
The "five mile" limit seemingly influenced some of the larger 
city banks to expand statewide rather than on a regional basis. 
However, it is not clear from the historical record of the 
1962 legislation that consideration was given to the advan- 
tages of statewide versus regional expansion. In fact, the 
branching controversy in the Virginia Bankers Association and 
the clear lack of any plan by any of the interested parties 
for the development of banking in Virginia, prior to the Buck- 
Holland Bill, suggests that the evolution of Virginia as one 
of six states with any measure of statewide banking was more 
by chance than by design. 

II. MERGERS 

The acceleration in the trend toward fewer banks in 
Virginia was caused by the wave of mergers following the 1962 
legislation--between July 1, 1962 and December 31, 1966 there 
were 70 . ^ These involved one of every four of the 302 banks 

5 

Cf . Appendix (H) . 

r 

Bureau of Population and Economic Research, "Virginia 



